FOM 1937 A (HEY. 0-3U] {Larbon ALaChed Version ol Foin 199/ PR
‘ - ¥ ‘
»
_ | —
|
APR 26 1983

(tentlemen:

We have considerad your application for recognition of exemption from
Federal jincome tax under section 501(c)(2) of tha Internal Revenue Code.

The information submitted discloses that you were incorporated N
I undsr tha nonprofit laws of the State of .

Your Articles of Incorporation state that your purposes is "...to engage
in the business of purchasing, selling, ranting, laasing properties...'.
The information submitted in your application discloses that you were
formed to supply, for a fees, equipment used in the operation segment of

» known as IS
. VYour present activities include the leasing of vehicles.
Your future plans arc to obtain, maintain, and provide all types of
equipment.

Internal Revenue Code 501(a) exeampts from Federal income tax corporations
dascribed in 501(ec) (2) that sre organized for the exclusive purpose of
bolding titls to property, cocllecting income therefrom, and turning over
the entira amount thereof, less expens¢s, to an organization which is
itself exempt under this sectiou.

The purpose of an organization exempt under section 301(c)(2) of the
Code is limited to "...holding titla to property...". Therefore, your
Article 11, of your Articles of Incorporaifon, does not maat the requi-
rements of section 501(c)(2) of the Code.

Article I1I of your Articles of Incorporation grants powers boarder than
those allowed to an organization exempt under section 501(c)(2) of the
Code. Therefore, Article III dooss not meat the requirements for exemp~
tion under section 501(e¢)(2) of tha Coda.

Section 1.501(e) (2)-1 of the Income Tax Regulations atates that an
organization cannot ba exempt under ssction 501(c)(2) of the Code if it
engages in any business other than holding title to property and collect-
ing income therefrom,
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Revenue Ruling 69-278 C.B. 19692, 148 discusses propsrty held by an
organization applying for exemption under saction 501({c)(2) of the Code.
. The organization rented trucks to its parent organization. The parent
was responsible for fueling, maintaining, and {nsuring the trucks. The
income from these leases is a substantial part of the net earnings of
tha title holding company, and is turned over to the exempt parent in
the same manner as the net earning from “uilding rentals. Thae rental
trucks was determined to be rental of personal property and treated as
the conduct of a trade or business, whather with respect to exempt
organizations or taxable entities. It was hald that the corporation ia
engaged in the business of renting personal property independent of real
property, and therefore, it is not exempt from Federal income tax under
gection 501(c) (2) of the Code.

Revenue Ruling 60-206, C.B. 1960-1, 201 holds income from rental of tank
cars to be unrelated businese taxable income to an employae's trust
described in section 501(a) of the Code and otherwise exempt under
section 501(a), even though the sole activity of the lessor is to receive
the rental income, ¥he lessee having the full responsibility for the
operation and maintenance of the cars, and their replacement in case of
destruction or loss.

Additional evidence that an exempt title holding company may not have
income from rental of perscnalty is that section 1.501(c){(2)-1 of the
regulations states that organizations exempt by virtue of section 501
(c)(2) of the Code canzot have unrelated businass taxable income as
defined in section 512, other than unrelated business rental income
described in section 514, Section 514 of the Code relates to cartain
types of indebtedness on real property.

Section 502 of the Code further reinforces this position. That section
provides that an organization operated for the primary purpose of carry-
ing on a trade or business for profit shall not be exempt under section
501 on the ground that all of its profits are payable to one or more
organizations exempt under section 501 from taxation.

Your organization was organiged and operated to engage in the business

of purchasing, selling, renting, and leasing properties. It has been
determined that the proparty is personal property in the form of trucks
and other equipment rather than real property. Therefore, we have
concluded that you are engaged in a business similar to the above organi-
zatlons and cannot be exempt from Federal income tax under section
501(c)(2) of the Code. You are required to file Federal income tax
returng on Form 1120.




If you do. not asrco with thasn concluaionl., uly. within 30 days from
the date of this letver,” file ir duplicate i Sriof of the facts, law,
and argument that’ clenrly sats forth your position. , If you desire an

oral discussion of tha issus, please indicate this 4n your protest. Tbe
enclosed Publication 892 3ives 1nntructionn for tilin; a protest.

If you do not fild a proteat wvith this offico vithin 30 days of the data
of this report or letter. thi- proposed’detarmination will bacome final.

If you agree with these conciuniono or do not wish to file & written

protast, please sign and’ retutn Form 6018 in the snclosed salt-addreesed
envelopa as soon as po.oiblu.

If you have any further quca:ionl. please contnct tho parson vhose nama
and telephone number are phovn at the begimning of this latter.

Sincarely yours,

District Director

Enclosures
Publication 892
Form 6018
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